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1. On January 13, 1999, the Commi ssion entered its findings
and conclusions in this docket for the purpose of reducing inplicit
subsi dies that exist in Incunbent Local Exchange Carrier
(hereinafter "ILEC') charges for various tel ecomunications services
and to inplenent a Nebraska Universal Service Fund (hereinafter
"NUSF"). The purpose of the NUSF is to ensure that all Nebraskans,
without regard to their |ocation, have conparabl e accessability to
t el econmuni cations services at affordable prices. Therefore,
reductions in ILEC inplicit subsidies are replaced, where necessary,
with explicit support fromthe NUSF to ensure this goal. |In order
to conply with Federal Tel ecomunications Act of 1996 and applicable
Nebraska Statutes, funding for the NUSF is derived froman explicit
and conpetitively neutral surcharge.

OPI NI ONS AND FI NDI NGS

2. Since the adoption of the original findings and
conclusions in the January 13, 1999, order, issues have arisen that
either need to be clarified or that were not originally addressed.
Accordingly, this order adopts a series of tentative findings and
concl usi ons. Subsequent to the entering of this order, the
Commission will hold a hearing on the tentative findings and
concl usi on contai ned herein, after which a final order will be
entered in this matter.

A Access and Basic Local Exchange Benchmarks

3. Inits January 13, 1999, order, the Commi ssion adopted
di fferent access charge requirenments with respect to non-rural and
rural ILECs. Non-rural |ILECs were required to renove all inplicit

subsidies fromintrastate access charges during a three year
transition period that comrenced on Septenber 1, 1999. Rural |LECs
were required to establish a Carrier Conmon Line (hereinafter "CCL")
charge no hi gher than $0.02 per mnute, adopt the local transport
restructure with the transitional interconnection charge
(hereinafter "TIC') phased to other transport rate el ements over
four year, and adopt the July 1, 1998 interstate Traffic Sensitive
rate levels with an adjustnment for interstate settlenents by a
factor of 1.25 where appropriate.

4. The Conm ssion al so adopted basic | ocal exchange rate
benchmarks of $17.50 per nonth for residential service and $27.50
per month for single-line business service that are applicable to
both rural and non-rural ILECs. It was the Conmission's belief that



as a result of Conmission action with respect to access charges, al
| LECs woul d be required to raise basic |ocal exchange rates to the
benchmarks. Wth respect to certain ILECs, this has not been the
case. Therefore, the Comm ssion clarifies its intent in this
matter.

5. It is the position of the Comm ssion that unless either
an | LEC s average cost to provide basic |ocal exchange within a
study area is less than the Conm ssion adopted benchmarks or al
subsi di es have been renoved froman |ILEC s basic | ocal exchange and
access prices, basic local exchange prices should be set at the
Conmi ssion's adopted benchmarks or higher. The Conmi ssion
deliberately did not require rural ILECs to initially elimnate al
subsidies as it did for non-rural ILECs. The Conmmi ssion was willing
to all ow sone subsidies to remain in rural |LEC access charges,
pending, inter alia, FCC action on interstate access charges, with
the caveat that rural |ILECs would charge the Commi ssion adopted
benchmarks for basic | ocal exchange services. Therefore, the
Commi ssion tentatively concludes that rural |ILECs shall be required
to raise basic |ocal exchange rates to the Conm ssion benchmarks
unl ess either the average cost to provide basic |ocal exchange
within a study area is |l ess than the Comn ssion adopted benchnarks
or all subsidies have been renoved from basic | ocal exchange and
access prices.

6. Specifically, the Commission tentatively finds that the
CCL charge, TIC charge, and Dial Equi pnent M nute (hereinafter
"DEM') and ot her weighting factors represent inplicit subsidies in
access charges. The CCL charge is designed to recoup the cost of
the wire loops froma central office to a customer prem se. Loop
costs change on a per-line basis, i.e. change as nore | oops or |ines
are added. However, the CCL charge is assessed on a mnute of use
basis, and minutes typically grow at a faster rate than do |ines.
As a result, CCL charge growth exceeds the growh in |ine costs and
this results in an inmplicit subsidy. Further, the Conm ssion
recogni zes that | oop costs require a | arge anbunt of subsidy at this
time. However, the Conmi ssion does not believe that only one class
of conpany shoul d pay a disproportionate share of the subsidy. Wen
a subsidy is left in access charges it is primarily paid by
i nterexchange carriers (hereinafter "I1XCs") and their customners.
The Conmi ssion does not believe that this is equitable and non-
di scrimnatory.

7. The TIC charge results fromthe nethod used to convert
froma unitary traffic sensitive rate structure to a comopn and
dedicated traffic sensitive rate structure. |In this restructure,
speci al access charges are used to deternm ne the costs of combn and
dedi cated trunking charges related to transport of sw tched access
traffic to and from | XCs. Special access charges are used because
t he Federal Conmunications Conmi ssion (hereinafter "FCC') determ ned
the special access charges are nore representative of the sw tched
access trunking costs than are the costs derived through the FCC s
exi sting Part 69 process. The Conmi ssion agrees with the FCC s
finding and therefore also tentatively concludes that the TIC
represents an inplicit subsidy.

8. DEM and ot her wei ghti ng occur under the FCC cost rules



when factors are increased above actual neasured levels to allocate
additional costs to interstate access charges. For exanple, under
certain conditions a carrier can triple their DEM factor,
effectively allocating three times nore of the applicable sw tching
investment to interstate access charges than is actually used.

G ven that rural conpany intrastate access charges are set based
upon interstate access charges, any additional weighting will have
been effectively carried into intrastate access charges. Again, the
Conmi ssion tentatively concludes that any additional weighting
constitutes an inplicit subsidy.

9. The Conmi ssion does not believe that the subsidies
identified above are not necessary. To the contrary, the Conm ssion
bel i eves that the nonies these subsidies represent are needed to
ensure affordable rates for Nebraskans, subject to an
ear ni ngs cap
at least during the transition period. However, it is the position
of the Conm ssion that these subsidies should first cone fromthe
basi c | ocal exchange custoners that create the costs until the basic
| ocal exchange service rates reach the Commi ssion adopted
benchnarks. After basic |ocal exchange rates reach the Conm ssion
adopt ed benchnar ks, any renmi ni ng subsi di es renoved should cone from
the NUSF. This will ensure that all users of telecomunications
services contribute to universal service in a conpetitive and non-

di scri m natory manner.

10. Consistent with the earlier tentative conclusion, rura
ILECs will only be required to renove the anmpunt of subsidy
necessary to raise basic |local exchange rates to the benchmarks.

B. TI C Phase- out

11. In the January 13, 1999, order, the Comm ssion required
that rural ILECs adopt the July 1, 1998 interstate Traffic Sensitive
rate levels. The Comm ssion also required that the TIC be phased to
other intrastate Traffic Sensitive rate el enments over the four year
transition period which may result in certain intrastate Traffic
Sensitive rate elenments exceeding the July 1, 1998, interstate rate
levels. To clarify this issue, the Commi ssion tentatively concl udes
that intrastate Traffic Sensitive rate el enments can exceed July 1,
1998, interstate rate levels after the TIC phase-out. This only
applies to the rate elenments to which the TIC is phased and the TIC
phase-out nust be done in a revenue neutral nanner.

C. Mrroring Interstate Rates

12. As discussed above, the Conmission required that rura
| LECs adopt the July 1, 1998, interstate rate levels for Traffic
Sensitive rate elements except for the TIC  The Conm ssion
tentatively concludes that rural ILECs should not be required to
automatically update their intrastate Traffic Sensitive rates when
interstate Traffic Sensitive rates change.

D. Bifurcation of Local Switching El enent

13. In the January 13, 1999, order, the Comm ssion required
non-rural ILECs to bifurcate the intrastate |ocal switching rate



elenent. It has cone to the attention of the Conmmi ssion that said
requi renent may place an undue burden on the non-rural |LECs.

Theref ore, the Comm ssion reconsiders it original finding and
tentatively concludes that non-rural ILECs should not be required to
bi furcate the intrastate local switching rate elenent at this tinme.

E. CLEC and CMRS Provi der Access Rates

14. The access requirenents contained in the Conm ssion
January 13, 1999, order only applied to ILECs. Since that tine, the
Conmi ssion has received several informal conplaints regarding the
access rates charged by Conmpetitive Local Exchange Carriers
(hereinafter "CLEC') and Commerci al Mbile Radio Service
(hereinafter "CMRS') providers. The Conmission finds that it has
jurisdiction with regard to CLEC i ntrastate access rates and
tentatively concludes that CLEC intrastate access rates should be
subject to the sane requirenents as the ILECs. Therefore, absent a
denonstration of cost, a CLEC s access rates in a given area cannot
exceed the access rates of the ILEC.

15. Wth respect to CVRS providers, the Conm ssion tentatively
concl udes that the Communications Act of 1934, as anended, currently
preenpts the Conm ssion fromregulating a CVRS providers intrastate

access rates. Specifically, Section 332(C)(3) states "...no State
or local governnent shall have any authority to regulate the entry
of or the rates charged by any conmercial nobile service...". A

state Conmi ssion nay petition the FCC for authority to regulate the
rates for any conmercial nobile service if it can be denpbnstrated
that market conditions with respect to such services fail to protect
subscri bers adequately from unjust and unreasonable rates or rates
that are unjustly or unreasonably discrimnatory. However, the
Conmi ssion also tentatively concludes that even with a grant of
authority fromthe FCC, state |law currently prohibits the Conm ssion
fromregulating a CVRS providers intrastate access rates.
Specifically, Neb. Rev. Stat. 86-808 prohibits the Comm ssion from
regulating "...wireless tel ecomunications service" with the
exception for universal service funding.

16. However, if specific exanmples of unjust and unreasonabl e
access pricing by CVRS providers exists, the Conm ssion would
exam ne such information to deternine if it should seek additiona
authority fromthe Legislature and the FCC.

F. Benchnark Re-eval uation

17. In its January 13, 1999, order, the Conmi ssion stated that
it would re-evaluate the basic |ocal exchange rate benchmarks within
two years fromthe date of the order. The Comni ssion reconsiders
this finding and tentatively concludes that the basic |ocal exchange
benchmarks will not be reevaluated until after the end of the rura
| LEC four year transition period. The Conmi ssion is concerned about
setting up a noving target for rural |ILECs by potentially increasing
t he benchnmarks before sone basic | ocal exchange rates even reach the
exi sting benchmarks. Therefore, the Comm ssion is of the opinion
that the basic |ocal exchange benchmarks shoul d be re-eval uated only
at the end of the rural ILEC four year transition period, at which



point all basic |ocal exchange rates should have reached the
exi sting benchmarks.

G Earnings Period Averaging

18. In the January 13, 1999, order, the Comm ssion allowed
conpanies to elect a one year or a three year average period for
determ nation of an ILEC s earnings relative to the cal cul ati on of
NUSF paynments. However, the Conm ssion believes that a three year
peri od may not be an adequate period of tinme to elimnate earnings
fluctuations relative to an ILEC s capital investnent cycle. Gven
that the average depreciation |ife for a tel ephone central office
switch is twelve years, the Conmm ssion tentatively
concl udes t hat
| LECs should be allowed to el ect an earnings period option, in
years, equal to twelve divided by the nunber of their centra
offices. In addition to the current one and three year options, an
ILEC with one central office would have the option of electing a
twel ve year option, an ILEC with two central offices would have the
option of electing a six year option and an ILEC with three centra
of fices woul d have the option of electing a four year option. This
shoul d al |l ow conpani es to better nanage their earnings and avoid any
unfair penalties to conmpanies or undue burdens on the NUSF

H Conpany Definition

19. For purposes of the NUSF, the Conmi ssion tentatively
concl udes that a conpany or carrier shall nean any and all entities
provi di ng tel ecomruni cati ons services that are jointly owned,
control l ed, or operated. In determ ning ownership or control, the
Conmi ssion for purposes of the NUSF shall look to all |evels of
ownership including, but not limted to, hol ding conpanies,
partnership arrangenents, or other corporate structures.

I. Rural Conpany Definition

20. In its January 13, 1999, order, the Conm ssion defined
rural and non-rural carriers in accordance with Section 3(a)(47) of
t he Tel econmuni cations Act of 1996. This definition results in
what is currently the third | argest basic | ocal exchange service
provider in the state, Citizen's, being potentially classified as a
rural carrier. The Comm ssion reconsiders this finding and is of
the opinion that the Federal definition of a rural carrier is not
appropriate for Nebraska. Therefore, the Conmi ssion tentatively
concludes that rural and non-rural carriers should be defined in
accordance with Neb. Rev. Stat. 75-609.01(1). This would define
rural carriers, for the purposes of the NUSF, as carriers that serve
| ess than five percent of the state's subscriber lines. O the ten
communities in Nebraska with popul ati ons of at |east 20,000; two of
these comunities are served by Ctizen's, with the renaining eight
comunities served either by Qnest or ALLTEL. As such, the
Conmi ssi on does not believe it is appropriate to define Ctizens as
rural carrier for purposes of the NUSF.

21. The Conm ssion believes that the Tel ecomruni cati ons Act
of 1996 was correct in providing for separate treatnent of rural and
non-rural |ILECs and has adopted such for the state of Nebraska.



However, the Conmi ssion does not believe that the definitions in the
Tel econmuni cations Act of 1996 are the best fit for Nebraska.
Therefore, to fulfill it obligations under the Nebraska

Tel econmuni cati ons Uni versal Service Fund Act, the Conm ssion
tentatively concludes that rural and non-rural carriers should be
defined based upon Neb. Rev. Stat. 75-609.01(1). This definition
will allowthe Conmission to afford different regulatory treatnent,
where necessary, for rural and non-rural ILECs in a manner necessary
to fulfill the state's universal service mandate.

J. Uncollectible Accounts

22. The Commission tentatively concludes that
t el econmuni cations carriers should be allowed to deduct
uncol I ecti bl e anbunts fromthe revenues subject to the NUSF
surcharge, in the event nonies directly related to the uncollectible
anmounts have already been renitted to the NUSF. The Conmi ssion does
not believe that it is fair to require conpanies to remt on nonies
that are not collected fromtel econmuni cati ons subscri bers.
However, non-paynent of NUSF surcharge shall be considered as non-paynent
servi ces
rendered by the tel ecomunications provider and
subject to the appropriate renedi es including di sconnection of
service. For exanple, if a subscriber would pay for their basic
| ocal exchange service but not pay the NUSF surcharge assessed on
such service, that subscriber should be treated as not paying the
bill for their basic |ocal exchange servi ce.

K. Sal es and Purchases

23. The Commission tentatively concludes that when an | LEC s
exchange(s) are sold or nmerged, the deternination of whether the
pur chasi ng conpany will be classified as rural or non-rural, for
pur poses of the NUSF, will be based on total conpany size after the
purchase. As set forth above, conpanies with nore than five percent
(5.0% of the state's subscriber line in aggregate will be
classified as non-rural for NUSF purposes. Therefore, if a rura
| LEC acquires access lines that in the aggregate cause their tota
access lines to exceed five percent (5.0% of statew de average, the
entire I LEC woul d be subject to non-rural treatment for purposes of
the NUSF. Al so, when a non-rural |LEC purchases a rural |ILEC s
exchange(s), the purchased exchange(s) should then be classified as
non-rural for purposes of the NUSF.

24. The Commission tentatively concludes that as a condition
for approval of an acquisition or nerger request, the acquiring
conpany mnust agree that, absent a denobnstration of cost, access
charges in the acquired exchange(s) will not be increased. As
di scussed above, the purpose of the NUSF is to create a stable, non-
di scrimnatory, and
conpetitively neutral universal service process
through the elimnation of inplicit subsidies and funding, where
necessary, provided via the NUSF surcharge. G ven that the
necessary NUSF funding will already be in place, the Comm ssion sees
no reason to increase inplicit subsidies in access prices in the
acqui red exchange(s).

of



25. The Commission reiterates that the above findings are
tentative in nature. Accordingly, the Conmission will hold a public
hearing on said findings on Novenmber 8, 2000, at 9:30 a.m CDT in
t he Conmi ssion Hearing Room 1200 "N' Street, 300 The Atrium
Lincoln. Parties wishing to testify at said hearing are requested
to file pre-filed testinmny with the Commi ssion on or before Cctober
24, 2000.

ORDER

I T 1S THEREFORE ORDERED by the Nebraska Public Service
Conmi ssion that a public hearing on the tentative findings set forth
above shall be held on November 8, 2000, at 9:30 a.m CDT in the
Conmi ssi on Hearing Room 1200 "N' Street, 300 The Atrium Lincoln
Nebr aska

IT 1S FINALLY ORDERED that parties wishing to testify at said
hearing are requested to file pre-filed testinmony with the
Conmi ssion on or before Cctober 24, 2000.

MADE AND ENTERED at Lincoln, Nebraska, this 12th day of
Sept enber, 2000.

NEBRASKA PUBLI C SERVI CE COWM SSI ON
COVMM SSI ONERS CONCURRI NG

Chai r nan

ATTEST:

Executive Director
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